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Indonesia's Economic 
BY JUSTUS M. VAN DER KROEF 


B* PRESIDENTIAL DECISION issued on March 5, 1960, 
President Sukarno ordered the members of the 
Indonesian parliament “stopped from carrying out their 
tasks” and indicated that a new and “refreshed” parlia- 
mentary body would be called together in the near 
future. This latest parliamentary crisis occurred after 
representatives of all the major Indonesian parties 
(Nationalists, Communists, Masjumi and Moslem Schol- 
ars), which together held 198 out of the total 270 seats 
in parliament, had with rare unanimity opposed the 
government’s 1960 draft budget. Opposition extended 
not only to the size of the anticipated budget deficit 
but also to the entire fiscal policy of the government, 
which, it was alleged, consistently ignored necessary 
parliamentary approval and called for continued deficit 
financing. Resentment over Sukarno’s recent broad use 
of decree power, and the general loss of parliament's 
power and prestige as a result of the so-called “return 
to the Constitution of 1945” on July 5, 1959, undoubt- 
edly also played a role in this unusual incident of con- 
certed parliamentary defiance of the executive.’ On 
March 27, 1960, the President announced the formation 
of a new parliament of 261 members (excluding the 
Masjumi party, the principal stronghold of opposition to 
Sukarno’s policies) and the new body is widely expected 
to be more responsive to his wishes than its predecessor. 

Thus with parliament reduced to a virtual rubber 
stamp and Sukarno asserting his powers as sole Supreme 
Professor Van der Kroef teaches in the Department of Sociol- 
ogy, University of Bridgeport, Connecticut. 

1 On the circumstances surrounding the return to the 
1945 Constitution and the decline of parliament see J. M. van 
der Kroef, “Indonesia at the Crossroads,” International Jour- 
nal (Toronto), vol. 15 (1959-60), pp. 25-35; and “The 
Changing Pattern of Indonesia’s Representative Government,” 


Canadian Journal of Economics and Political Science, May 
1960. 
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War Administrator under the present “state of war,” 
virtually all responsibility for guiding Indonesia’s destiny 
has come to rest with the President. This means, in the 
first instance, that his political and economic theories 
will now be given their acid test, and it is especially 
Indonesia’s ailing economy that will probably fecl the 
impact of the increased presidential concentration of 
powers. It is the viability of Indonesia’s economy under 
Sukarno’s present concepts of “guided democracy” and 
“guided economy” that will be analyzed in the follow- 
ing pages. 

It is convenient to start with a look at the prduction of 
the commodities which are Indonesia’s principal foreign 
exchange earners, i.e. rubber and petroluem. It is char- 


2 Presidential decision 315/1959, issued by Sukarno on 
December 16, 1959, proclaimed a State of War for the entire 
Indonesian Republic and superseded the State of Danger de- 
cree of 1957. Under the now prevailing State of War Sukarno 
is Peperti (Penguasa Perang Tertinggi—Central War Admin- 
istrator). He is at the same time President, premier, com- 
mander-in-chief of the armed forces, chairman of the National 
Advisory Council and of the National Planning Board. First 
Minister Djuanda and Defense Minister Nasution have been 
appointed first and second deputy Central War Administrators 
Under the 1957 State of Danger decree there were three Cen- 
tral War Administrators (the staff chiefs of army, navy and 
air force), with the President and the then premier Djuanda 
concurring in their decrees. In the present situation Sukarno 
is sole War Administrator and his decree-issuing authority, 
whether as President, or as Peperti, is in fact unlimited. See 
Indonesian Observor (Djakarta), December 17, 1959 and 
January 19, 1960. 
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acteristic of the post-colonial Indonesian economy that 


these two commodities have singly im- 


hecome inc! 


portant: in 1938, for example, rubber comprised 22.6 


percent and petroleum 23.8 pe: ll of the coun- 


try’s income from export 1955 the per- 


centages were 46.0 and 22.8 ind in 1959 


; 


they were $4 and 33 ol rubber and pet troleum 


FE K | ort 


have shown marked increas¢ ompared to the period 


before the Second World War 


sugar, copra, coffee or tobacco, ¢ 


inlike such products as 
xports ( vhi h have 
remained far below their pre-wi vels. But more 
alarming is the fact that Indonesi: xport base, al- 
read so diminished when com olonial era 
is becoming still narrower a nings from 
petroleum exports increas‘ vly at the expense of 
ibber data 


ibove 


other products, especially of 
indicate, the share of earnings from petroleum exports 
increased by about 50 percent in the period 1955-1959 
while that from rubber slightly declined 

Despite the fact that 1959 sav ercent in 
crease in the value of rubber exports, due to a favorable 
world market price, the Indonesian rubber 
in serious difficulties. Total production appe: 
declining: 722,000 metric tons in 1955 
in 1956: 680,000 tons in 195 


and an 


OU .000 0 tons 
1958: 


Indonesia 


630.000 tons in 
estimated 650,000 tons in 1959 

gradually appears to be losing to Malaya her longtime 
position as the world’s largest natural rubber producet 
The real danger lies in the decline in the higher quality 
estate-produced rubber, which even in times of a world 
market slump can command a good price. From a peak 
of 309,098 metric tons in 1953, estate 
tion fell to 266,282 tons in 
1958 and to 222.811 tons in 


continue to drop. Production of the lower grade 


rubber produc- 
1955. to 242.710 tons in 


1959, and is expected to 


small- 


] 


holders’ rubber tends to fluctuate considerably Exports 


of the smallholders (which form the only reliable index 


3. B. H. M. Viekke (ed.), Indonesia in 1956. Political and 
Economic Aspects (The Hague and New York, 1957), p. 55 
and Foreign Commerce Weekl U.S. Department of Com 
merce), February 29, 1960, p. S-8 

4 Economic Developments in Indonesia US Depart 
ment of Commerce, Bureau of Foreign Commerce 1956 p 
2, and 1958, p. 2. The 1959 estimate is based on Antara Daily 
News Bulletin New York December 24, 1959. Definite 
figures on Indonesian rubber production are hard to come 
not agree cceording to th 


Rubber Statistical Bulletin, vol. | ’ ‘ ruarv. 1960 


by and authoritative sources do 


p. 3—a publication of the International ibber Study Group 
Indonesian rubber production in 1955 was 737,088 long tons 
in 1956: 686.667: in 1957: 68 15: in 1958: 667.561: and 
in 1959: 721,358. However, according to Rubber Products 
Industry. A Statistical Compendiur National Industrial Con- 
ference Board, New York, 1959), pp. 87-88, total Indonesian 
rubber production was (in long tons in 1955: 737.000: in 
1956: 687,000; in 1957 


(estimated). 


50 


655.000 ind in 1958 615,000 


to their production)® varied from 579,000 metric tons 
to 423,000 tons in 1956, 350,000 tons in 1958, 
to an estimated 400,000 tons in 1959, but it is generally 


in 1951, 


agreed that smallholders’ production may be expected 
to decline in the future. 

[he reason lies in the lack of replanting and re- 
juvenation of rubber trees among the smallholders and 
in the wasteful methods of their operations. The gov- 
ernment’s replanting program has been so slow and 
haphazard in implementation that no significant bene- 
In May 


surveyed 


fits are expected from it for years to come 


1959 the Indonesian news agency Antara 
smallholders in South Sumatra (perhaps the major 
smallholders’ rubber-producing area in the country) and 
found growers and traders “skeptical of the govern- 
ment’s plan to rejuvenate the area’s rubber trees,” be- 
cause it “is too late in the light of what has been done 
in Malaya already along this line,’ and competition 


Newly 


program, the 


from cheap synthetic rubber is also increasing 


planted trees under the government’s 


Antara report went on, “will not reach maturity before 
the old trees cease producing.’® By the end of October 


1959 the old age of the rubber trees, was given as a 


major reason for the 50 percent drop in rubber pro- 
duction in the Palembang region of South Sumatra.’ 
Perhaps the gravest warning to date came from R.S.H. 
Subroto 


West 


secretary of the Horticultural Committee of 


Java) in December 1959; he declared that con- 
tinuously declining production and lack of large-scale 
replanting, also on the Western estates, would one day 
turn Indonesia from a rubber exporter to a rubber im- 
from 1000 
1938 to 600 in 


Subroto asserted that 70 percent of the rubber 


porter. Noting an overall decline in yield 
kilograms of 


1958 


rubber per hectare in 


trees on Indonesian plantations were older than 30 
years and were declining in yield, while Indonesia has 
lagged far behind other countries in rejuvenation pro- 
grams.* The lack of replanting must also be seen in 
the context of a generally haphazard and deleterious 
exploitation procedure on the part of the smallholder. 
Improper planting, lack of tree care and excessive 
tapping, against which experts warned even in the 
colonial era,® have in most cases continued. A report 
5 The 


country is unknown. In 1958 it was estimated to be about 


quantity of smallholder’s rubber smuggled out of 


15,000 tons. Increased vigilance by the government, as well 
as a declining yield, probably cut this figure in half during 
1959 

6 Antara Daily News Bulletin, May 25, 1959, p. 2. 

Ibid., October 28, 1959, p. 4. 

8 Indonesian Observor, December 23, 1959 

9 P. J. S. Cramer, Tegenstellingen in de Landbouw in 
Indonesié The Hague, 1948), pp. 11-12. See also J. H 
Boeke, “Capitalist Development in Indonesia and Uganda,” 


International Social Science Bulletin, vol. 6 (1954), pp. 426- 
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on the smallholders rubber industry, prepared under 
the auspices of the Institute of Social and Economic 
Research of the University of Indonesia, points out that 
smallholders'® “have no set system of tapping and those 
with 200 trees tap each one every time they tap. Trees 
nearest their home are tapped continuously and so suf- 
fer the most. In the case of gardens tapped by share- 
tappers it is rare indeed that the owner of the garden 
has control over the tappers. Hence the tappers’ main 
aim is to get as high an income as possible regardless 
of the effect on the trees.” The report was optimistic, 
however, that such severe methods of tapping need 
not necessarily have deleterious effects, an optimism 
that does not seem confirmed by the present predica- 
ment of smallholders’ production. 

Rubber production by the estates also has been ad- 
versely affected by new synthetics but the estates’ prob- 
lems are primarily political. Despite assurance from the 
Indonesian government, the nationalization of Dutch 
estates has been seen as the handwriting on the wall 
also for other Western estate companies still in Indo- 
nesia. Managements do not plan for significant expan- 
sion of production in the face of huge losses from theft 
(e.g. through illegal tapping by workers and others). 
continued labor unrest, illegal settlement by squatters 
who are almost impossible to dislodge fromm any newly 
cleared estate land, inability to effect: proper main- 
tenance, and a political climate generally hostile to 
sizable foreign enterprise. In March 1959, Manis Masik, 
Chairman of the Federation of Managements of Rubber 
(GAPPERSU ), indicated 


that there had been an average reduction of about 100 


Estates in North Sumatra 


tons (the equivalent of 15 percent) in output of estate 
rubber in East Sumatra over recent months, owing to 
inadequate use of fertilizer (imports of which have 
been heavily restricted due to the government’s austerity 
program), improper weeding and maintenance methods, 
and insecurity (which has caused workers to flee from 


estates) ."! 


427. who also attributed the smallholders’ rubber boom during 


the Korean War period in part to “excessive tapping” and 
predicted a continuing “regression” in smallholders’ produc- 
tion in subsequent years. 

10 Kenneth D. Thomas, Smallholders Rubber in Indonesia 
Institute for Economic and Social Research, Djakarta School 
of Economics, University of Indonesia, Djakarta, 1957), pp. 
24-25. The interest of the smallholders in the continued via- 
bility of their enterprises leaves generally something to be 
desired. Early in September, 1959, a spokesman for the Jaja- 
san Karet Rakjat (People’s Rubber Bureau) in South Suma- 
tra, the principal credit-extending agency for rubber small- 
holders, noted that many creditors had abused the credit ex- 
tended them by purchasing luxury articles, mostly automobiles. 
instead of using the funds for the improvement of their rubber 
cultivation. Times of Indonesia (Djakarta), September 7, 1959. 

11 Indonesian Observor, March 13, 1959. 
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As with other aspects of the Indonesian production 
process, managerial inefficiency and proliferation of 
bureaucratic controls impedes the operation of former 
Dutch estates and other enterprises. These Dutch con- 
cerns, it may be recalled, were taken over in December 
1957 and subsequently formally nationalized by the 
Indonesian government in reprisal for Dutch retention 
of West New Guinea, an area claimed by Indonesia. 
Their control by the government, though he!d to be in 
accord, as the nationalization decree put it, “with the 
personality and spirit of the Indonesian people,”'* has 
been far from a success. Indonesian government control 
boards such as the PPN Baru for the former Dutch 
estates, BAPPIT for the former Dutch industries, and 
now a central “Nationalization Board” called BANAS, 
have managed to restore but a fraction of former pro- 


duction,'* 


not least because of fraudulent practices and 
political collusion among the appointed managers. On 
December 29, 1959, President Sukarno addressed about 
a thousand BANAS officials, who had just taken a new 
pledge of loyalty, and waving a bundle of documents 
before them declared that he had evidence of “illegal 
practices” among them. A few weeks before, First Min- 
ister Djuanda had revealed other attempts to circum- 
vent the government’s supervisory program, including 
efforts made by “the Dutch themselves as well as by 
other sides.’’™* 

In the meantime the foreign investment bill of 1958, 
with its threat of nationalization,’ discourages the few 
remaining private, non-Dutch, estate corporations from 
engaging in anything other than a holding operation. 
During 1959 virtually no new applications for rubber 
estate concessions were made by estate groups whose 
concessions had expired, the notable exception being 
the American Rubber Company. Anyone who has ex- 
amined the program of the principal organization of 
peasants and estate workers in Indonesia, the Communist- 
dominated BTI,"* with its denunciation of foreign pri- 
vately owned estates as a vestige of feudalism, will real- 
ize that labor peace is an impossibility. 

12 Mededelingen van het Documentatiebureau voor Over- 
zees Recht, vol. 8 (1959), no. 12, p. 95. 

13 Late in August 1959, Sardju Ismunandar, acting director 
of BAPPIT, declared that the more than 170 former Dutch 
enterprises under his supervision were working at 60 percent 
of their former production capacity. The Bank Indonesia Re- 
port for 1958-1959 (released on August 31, 1959) refers to 
“adjustments” in the taken over enterprises that rather “af- 
fected the smoothness of production.” (p. 14). 

14 Times of Indonesia, September 24, 1959; Indonesian 
Observor, December 30, 1959. 

15 On this bill see J. M. van der Kroef, “Indonesia’s Eco- 
nomic Future,” Pacific Affairs, vol. 32 (1959), pp. 63-64 

16 See Konstitusi BTI—Barisan Tani Indonesia Disahkan 
oleh Kongres Nasional ke V. BTI, Solo, September 1957 (s.1., 
1957), pp. 7-22. 
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Meanwhile government rubber 
market jeopardizes most cultivators alue of the 
officially registered exports « t to three 


times more than the official] ind earned 


the government and not the cultivator getting the lion’s 
share of the export valu or the sm older, selling 
at the price fixed by th rt the local 
market threatens him with a he therefore prefers 
officials who 
all get their share, to have rled to Brit- 
ish Borneo, Malaya or Singapore, v ch bigger 


But witl overnment 


often with the connivanc: 


profit can be made 
vigilance this too has becor | t. Ce inte 
therefore, there has been a South 
Sumatra rubber smallhold to lease out their land 
for food crop cultivation densely 
populated—and in some cases already « opulated 


colonies of Javanese secttier 


The individual roles and n 
vately owned foreign estat 
and smallholders’ productior 
crops, remain but hazily d 
land resource problem det 
According to the outlins 
philosophy presented early 
dent Sukarno to the Natior 
is expected to have a comprehe levelopment plan 
1960 pl t enterpris¢ hould be 


field; 


ready by August 
given opportunities “only in the ] luction 
marketing is to be state-controlled ist how foreign 
private enterprise in Indonesia very nature 
is highly susceptible to world market fluctuations, is to 
adjust itself to this arrangement is | rom clear In 
opment yroeTram an- 

Minister, Azis Saleh 
in August 1959, estates and plar ions a n fact to 
Indonesi llable soil. Ac- 


a new long-term agrarian deve 


nounced by the deputy Agri 


have a major portion of 
ectares ol 


cording to this plan Indone 


) 


ioned i FOLLOWS | 


cultivable land is to be apy 
million for forests, 1.8 million for small farmers and 31 


million for estates and plantation land useful to 


compare this last figure with that of the total area con- 
trolled by private and gover Indonesia 


in 1939 


just over 1.2 million h Cs The re- 


Saleh, are 


maining 45 million hectares 
still to be opened up to cultivation of this 45 mil- 
a tough 


lion no less than a third con 


grass weed) that spells the d erosion 


and needs to be eradicated Te culture 


minister, if the country want Oo the “creation 


17 Indonesian Observor, Jar 
18 Statistical Abstract of 
Edition, 1940 (Batavia, 1940 
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of deserts such as has been the experience on the Chi- 
: ain 
nese mainland. 

It is evident that of the 31 million hectares set aside 
for estates most, if not eventually all, will go to govern- 
ment-owned estates. This would be in line with the 
projected dominance of the state-owned sector of the 
economy over all others, such as private foreign and 
national enterprises and cooperatives. Thus the land 
reform program drafted in March 1960 by the Supreme 
Advisor, 


rights to land, especially those that are continuations 


Council, in principle prohibits all foreign 
from colonial times. Government enterprises are gen- 
erally regarded as the successors of the vested Dutch 
estate and commercial corporations of the colonial era 
Che state-owned sector, as Chalik Ali (a spokesman for 
the West Java Chamber of Commerce) declared in 
December 


economy that the Dut h interests did under the colonial 


1959, “will occupy the same place in the 
en The remarkable manner in which the na- 
ial Indonesian economy has emulated the monopolis- 
and oligopolistic practices of the colonial period, 
noted elsewhere,*' would seem to find additional con- 
firmation by current planning concepts. 

At first glance the picture for petroleum appears 
brighter, but closer inspection reveals many uncertain- 
ties and problems. Total output has steadily increased 
over the vears: 7.397.000 tons in 1938: 8.523.000 in 
30.000 in 1956: 16,110,000 in 1958. and an 


estimated similar amount for 1959.*? Without petroleum 


1952: 12,7 
the volume of Indonesian exports since World War II 


would be 


but a fraction of the pre-war level, and a 
favorable trade balance would be continuously threat- 
ened However, Indonesia’s position as a petroleum 
producer in the world market has greatly declined since 
the Second World War, particularly in the area east of 
Suez, where in 1938 she formerly supplied nearly half 


of the market for oil but today less than a quarter.** 


19 utara Daily News Bulletin, August 21, 1959, p. 5. On 
the danger of such erosion and the spread of alang alang sce 
also W. F 


Migration in Indonesia,” 


Wertheim, “Sociological Aspects of Inter-Island 
Population Studies, vol. 12 (1959 
pp. 186-187 
0 Antara Daily News Bulletin, December 28, 1959, p. 5 
21 J. M. van der Kroef, 
National Economy,” The 
April 1960 


12 Bank Indonesia, 


“Colonial Continuity in Indonesia’s 
Australian Outlook (Melbourne 


karta, 1957), p. 166 


1959 


Report for the Year 1956-1957 Dja- 
Indonesian Observor, September 14, 


23 Excluding petroleum, index figures (1938 is 100) of 
Indonesian export volume markedly decreased: 1951—62; 
1953—-53; 1956—51; 1957—47. Douglas Paauw et al., In- 

Struggle, 1957-1958 (The Hague and New York, 
1959 p. 55. Estimates for 1958 and 1959 are 47 and 49 
respectively 

24 Stanvac in Indonesia. National Planning Association, 
Washington, D.( 1957, p. 96 
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Home consumption since 1938 has increased by about 
300 percent and production, though rising fast, has 
lagged continuously behind: the continual kerosense and 
gasoline shortages, the long lines in front of oil shops 
and service stations, the virtually ineradicable black 
market in petroleum products—all are indicative of the 
present imbalances. But the prospect is perhaps even 
gloomier, for unless production between the present and 
1962 is increased by approximately 175 percent and by 
1967 is increased by 300 percent (compared to the 1957 
level of 15.6 million tons), domestic consumption, in- 
creasing at the present rate, will make exports impos- 
sible and all petroleum production will have to be used 
at home.*5 

Three foreign-owned oil companies dominate Indo- 
nesian oil production and the known oil reserves: Cal- 
tex (which produces about 46 percent of total produc- 
tion and holds about 80 percent of the reserves), Stan- 
vac (about 23 percent of production and 7 percent of 
reserves), and Shell (about 27 percent of production 
and about 11 percent of reserves). The remainder of 
production and reserves is held by two Indonesian com- 
panies, Permindo, jointly owned by the government 
and Shell, and Permina, army-operated and wholly 
state-owned. The willingness of the foreign companies 
to invest in an expansion of production is markedly 
circumscribed by the refusal of the Indonesian govern- 
ment to grant new concessions, by labor difficulties, and 
by the general political atmosphere which is hostile to 
large-scale foreign enterprise. The new Mining Bill 
(introduced by the government into parliament early 
in January 1960) embodies most of the restrictive fea- 
tures that were already discussed in March 1959 but 
were not then passed into law.** Since the Indonesian 
parliament in 1951, in the so-called Tengku Hassan 
resolution, showed itself opposed to any further exten- 
sion of concessions to the foreign oil companies, ex- 
ploration has virtually stood still and the 1960 bill pro- 
vides that all further oil prospecting will be carried out 
by state-owned enterprises only. All processing must be 
done in Indonesia and the holder of mineral rights is 
required to exploit his concession to the limit “regard- 
less of any losses which might be incurred” from his 


exploitation elsewhere. Though holders of oil conces- 


sions may be granted an additional 30 years after ex- 
piration of their concession, with two possible extensions 
of ten years each after that, the general provisions of 
the earlier foreign investment bill, (which allows for 
nationalization after 20 years) apply also to the mining 
bill. 





25 Arslan Humbaraci in Antara Daily News Bulletin, Sep- 
tember 29, 1959. 

26 Antara Daily News Bulletin, January 13, 
Indonesian Observor, March 10, 1959. 
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1960; and 


For Caltex additional investment in refinery installa- 
tions may be profitable (recent production increases are 
mainly due to Caltex fields which only recently have 
come into full production), but during a visit to Indo- 
nesia in March 1959 Henry E. Prioleau, President of 
Stanvac, made it plain that additional investments 
would only be made if new concessions were forthcom- 
ing.** The position of Shell, in which considerable 
Dutch capital is invested, has become even more un- 
certain, in line with recent Indonesian warnings of 
additional measures to be taken against enterprises 
with partially Dutch capital. Though all three foreign 
oil companies are supervised by military controllers, 
assigned by Army Chief of Staff Nasution and having 
authority to control the distribution and sales of petro- 
leum, the Shell organization has been placed under 
particularly close scrutiny and the Shell Company’s 
distributing operations in South Sulawesi have been 
repeatedly subject to military audit in recent months. 
The preferred foreign exchange position enjoyed by 
the companies, under which (in return for a substantial 
lump-sum tax payment) the companies can remit vir- 
tually any amount of earnings and are not subject to 
the usual import restrictions, is apparently also under 
1959. the Indonesian 
government in a memorandum to parliament announced 


reconsideration. On December 8, 


that at the close of 1960 the “special permits” extended 
to the foreign oil companies, particularly the companies’ 
freedom in use of foreign exchange, would be with- 
drawn.** Despite protests, especially from Stanvac, that 
under the agreement with the Indonesian government 
the companies must furnish regular statements of for- 
eign exchange earnings and foreign currency transac- 
tions, which the government in turn can use, and has 
used, in its policy toward the companies, it is likely 
that the era of liberality in foreign exchange earnings 
is drawing to a close for the oil companies. As a result 
of the problem of low reserves for Stanvac and Shell, 
the refusal to allow new explorations, and the threat to 
traditional! foreign exchange freedoms, new investment 
by the two companies has greatly declined in the past 
two years, while increasing caution is evident in the 
operations of Caltex. 

To these problems which the government has been 
unable or unwilling to mitigate must be added the dif- 
ficulties of labor radicalism. PERBUM, the largest la- 
bor union of oil workers, is Communist-dominated, and 
the instability of its relations with the companies and 
its pressure for higher wages provides a classic example 
of a trade union organization pricing itself out of the 
labor market. After the government’s partial devalua- 
tion order on August 25, 1959 (under which 50 percent 





27 Indonesian Observer, March 10, 1959. 
28 Ibid., December 8, 1959. 
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of wages over 2,000 Rupiah w leclared frozen 
PERBUM demanded that St ac igno? he order 
and pay wages in full, even thoug is would seriously 
jeopardize the Company's posit Lebaran 
bonuses ordered by the army for worl n state enter- 


PERBUM 


demanded one months’ gross w lus fre 


prises were less than a wee} 
textiles 
iron stanvac Sstanvat an- 


and other commodities 


nounced its willingness to give a maximum of Rp 
but this offer was refused 

tervention, as so often in t past, became necessary 
Although the government became finally convinced that 


an increase in petroleum p1 domestic consump- 
tion was necessary (as the con s have long main- 


PERBUM led tl Mgnt irgul nat prices 


raised ‘T he results 


tained 
not be iblems have 


been predictable: steady ; 7 the existing 


Stanvac facilities has drast umber of 
workers (from about 12,000 i » about 4.200 at 
present). In the face of labor Stanvac has 
made it plain to the Indonesian go nt that it can- 
not continue to operate witho , maxi technologi- 
cal rationalization of its prod vugh from 
time to time government innounced 


that further sizable lay-offs require 


government approval, in ef company has been 
given a free hand in its automation progra Che sig- 
nificant revenue benefits w the overnment has 


generally derived, as well a tne ising stand 


incompro 


of Stanvac on automation made tl rovernment 


more amenable on this issue 


But the lay-offs and accelerated pens 
ers have not made the political climate ar nore favor- 
Though all Col Danies ine 
indertaken to 


the training of Indonesian nationals her techni 


able for the oil companies 
again especially Scanvac, have accelerate 
cal-administrative levels, and make wel 
advertised gestures of assist charitable 
projects, PERBU™M and th ndo in Com 
munist Party) are equally sful in depicting the 
companies as rapacious exploiters sia’s riches 
and primarily responsible for irrent shortage of 
kerosene. This shortage is in fact ood illustration 
of how the excessive controls of nt hampet 
the flow of even the most basi Roughly 
60 percent of ali ot] for domestic consumption is pro- 
duced by Shell, about 35 percent by Star and the 
Py Trina 


companies. Virtually all Caltex production is still ex- 


remainder by the state-owned Permind 


ported, although in 1960 the company expected to 
consumption Al] 


1958 and 1959 increased domestic demand caused not 


start refining for domesti during 


able shortages, accompanied by dark accusations from 


various political quarters that the mipanies were 
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manipulating production for their own benefit. The 


companies in turn complained that the domestic price 
for gasoline and kerosene fixed by the government was 
wholly out of line with costs and that they would soon 
have to stop production. In fact more petroleum than 
ever before was available, but the government’s 
price control system worked to the great disadvantage 
not only of the producers but increasingly also of the 
Indonesian retail oil distributors while important groups 
began to acquire a vested interest in the black market 
and therefore in maintaining the status quo. To begin 


with, the government compelled the oil companies to 


sell at a ruinously low rate to the individual distribu- 
tors, while exacting a sales tax from the company, not 
from the distributor or the consumer. The distributors, 
in turn, unwilling to sell at the government fixed low 
found blackmarket 


operations increasingly lucrative, as did various officials 


price unless compelled to do so, 
who connived with them. But as scrutiny in_black- 
marketing became more strict with the advent of army 
influence, the distributors found this avenue of profit 
becoming increasingly dangerous. Shortages of both 
kerosene and gasoline became frequent as distributors 
refused to handle the sale of petroleum products alto- 
; 

the situation became more and more intolerable, 
pressure by the companies on the government to raise 
Although 


pokesmen kept denying that the government 


prices increased. throughout 1959 govern- 
ment 
would increase domestic petroleum prices, they were in 
1960. Kerosene, widely 


lighting and 


fact raised, effective January 1, 


used among the Indonesian masses for 


} 


fuel, was raised in price from Rp. 0.30 per liter to Rp. 


0.60. But the government had waited too long and 


even the new price was far from realistic. A recent 
editorial in one of Djakkarta’s dailies appearing two 
alter 


weeks the price increase describes the conse- 


que nces 


he lor 


illotment of one or two liters of kerosene from the distributors 


ig queues of people who try desperately to get a meagre 


are a common sight during the fortnight following the New 
Year. The black market price soars from one Rupiah per lite1 
to two or three Rupiahs... . 

A strange thing is that the present difficulties in getting kero- 
at a moment when the actual stock of this product 


sene occul 


it Priok (harbor) is more than adequate. According to a 
statement by Stanvac Indonesia on the IIlth of January, the 
Terminal at Priok supplied 539,500 liters (the supply on Dec 
11, 1959 was 387,500 liters) and on January 12, 416,400 liters 
compared with 281,800 liters on Dec. 12, 1959 

nlike that of petrol the transportation of kerosense from the 
Terminal to the dealers is not the responsibility of Stanvac 
Indonesia but of the dealers themselves . . the kerosene 
seem not to be eager to obtain as much kerosene from 


ae ale rs 


the Terminal as the margin of profit is regarded too small 
‘9 Ibid., January 14, 1960. 
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The result is that a smaller than the usual amount of kerosene 
is now being distributed. . . . 

To relieve the plight of the public, Stanvac, with 
the approval of the government, began to distribute 
kerosene in Djakarta, late in January.*° 

The government’s monetary policies since the return 
to the Constitution of 1945 and the inauguration of the 
sandang pangan (clothing and food) policy of the new 
cabinet continue to affect the economy adversely and 
defeat official efforts to ameliorate living conditions. 
The sudden halving of the value of Rp. 500 and Rp. 
1,000 banknotes on August 25, 1959, and concurrently 
the 90 percent freezing of all bank deposits in excess of 
Rp. 25,000, crippled all economic activity for weeks 
and proved in the long run to have been a useless pal- 
liative. Though the amount of money wiped out by 
the devaluation was about 8 billion Rupiah, and the 
blocking of accounts led to an additional contraction 
of .5 billion, the government was soon compelled to 
extend huge credits to industry (up to 4 billion by the 
end of October 1959) in order to accommodate busi- 
nessmen who complained that their capital had van- 
ished. The result was a redoubling of inflationary pres- 
sures. In August 1959, just before the devaluation, total 
money in circulation was Rp. 32.3 billion( as compared 
with 28 billion in 1958 and 12.2 billion in 1955), but 
by the middle of November 1959 the government, in 


30 The future of the two state owned enterprises Permina 





and Permindo is uncertain. Permina, operating in North 
Sumatra, has claimed a production of about 600,000 tons a 
year, but lack of equipment and diminishing reserve impedes 
further development. In the latter half of 1959 negotiations 
were held with Japanese business interests for a Japanese in- 
vestment of about 19 billion yen to revive old wells and drill 
some 300 new wells in the course of the next four years. In 
return Indonesia was to supply Japan with oil in excess of 
800,000 tons a year at a below market price, for a ten year 
period. The Japanese Import-Export Bank early in March 
1960 declared, however, that unless production was raised to 
at least 2.5 million tons a year, it could not recoup its loan, 
and therefore insisted that the 19 billion yen loan be under- 
written by an American or Indonesian bank. On April 7, 
1960, Permina and some unidentified Japanese oil interests 
announced that a Japanese guarantee had been obtained, on 
condition that Permina would boost production to 2.5 million 
tons yearly, more than thrice present production. Japanese 
hesitation appears to persist, however, for recently the North 
Sumatra military command complained that increased de- 
velopment effort in “the petroleum field” of the area had 
still not begun. Permindo, a joint venture of the Indonesian 
government and the BPM subsidiary of Shell, is primarily 
designed as a distributing arm of Shell, although it is con- 
templated that it will have its own production force, when and 
if Shell is agreeable. In March 1960 the BPM (Batavian 
Petroleum Company) announced that it would shortly trans- 
fer its operations to a newly formed Indonesia-domiciled cor- 
poration, the P.K. Shell Indonesia, which has been founded 
by Canadian Oil Companies Ltd. of Ontario and Shell Over- 
seas Exploration Company of London. 
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an explanation to parliament, predicted that by the 
end of December the amount would be back to the 
same 32.3 billion level of just before the devaluation." 
In March 1960 the figure was already about 33 billion. 

The devaluation measure was criticized by many, 
ideologically widely divergent, groups. Former Vice- 
President Hatta, an economist of repute, in an inter- 
view in the Bandung daily Pikiran Rakjat, declared 
himself at a loss to understand the devaluation, since 
“the monetary reforms were not aimed at decreasing 
the prices of commodities” but instead, since bank- 
notes of the 500 and 1,000 Rupiah denominations had 
“already come in the hands of many people,” would 
harm the common folk and those, such as cattle breed- 
ers, whose long term investments were seriously jeopard- 
ized. In its New Year message the Politburo of the 
Indonesian Communist Party castigated the govern- 
ment for not having taken the necessary “correct” and 
“concrete” measures to reduce “the burden pressing 
down upon the people. . . . On the contrary, the meas- 
ures taken by the Government have clearly increased 
these burdens. The things we have in mind are, among 
others, the drastic measures taken in the monetary 
sphere—the monetary purge—which were not preceded 
by adequate and proper preparations. . . .”** As a re- 
sult of the devaluation many independent small pro- 
ducers found traditional purchasing and distributing 
contacts cut off. Thus, for weeks after the devaluation, 
rubber re-millers were unable to pay cash for rubber 
slabs brought to them by smallholders. In desperation, 
the smallholders, needing money for necessities, ac- 
cepted 1.0.U.’s often far below the value to which they 
would normally have been entitled and used these in 
turn—at a discount—in their purchases from retailers 
and traders. The loss to the smallholders alone was 
considerable, and increased smuggling—the only way 
to evade devaluation losses 
in Borneo.** 

Throughout the first months of 1960 inflation made 


became evident, especially 


itself relentlessly felt, while the Information Ministry 
kept explaining that “the current skyrocketing of prices 
of essential commodities is not caused by financial- 
economic factors .. . but rather by other factors which 
should be classified in the psycho-political category.” 
The departure of Chinese traders, (who had been 
banned from rural areas as of January 1, 1960) led to 
a rush on luxury articles, especially on gold, diamonds, 


31 Indonesian Observor, November 14, 1959 

32 “Consolidate Unity to Defend Democracy and Struggle 
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Supplement, p. 1, Review of Indonesia (Djakarta), November- 
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33 Far Eastern Economic Review (Hongkong), October 8, 
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radios, typewriters, etc., and tl rene! ick of con- 


fidence in the currency became evident everywhere 
Borneo 


were reported to be refusin ayment i ipiahs. The 


Indonesian copra smuggler 
price squeeze brought adv 

more radically xenophobic 

Djakarta daily, commenting 

lic, declared sarcastically 

the people who die befor 

just and prosperous societ 

attempting to establish by 

til banned, both by the Minister 

Chief of the State Police, der 

youth 


tations of petitions by wom | ind 


groups) against rising prict common 


place. Mrs. Sumari, a PNI 


clared that between January | 960, pri ol 


iment, de- 


primary commodities had soared by te 1) percent 
Ihe rise in kerosene prices Ol lary | 1960 trig 
gered rises in prices of foo 

crease in transportation f{ 

justment” of the transportat 

terests ol developing and trans 
portation system, with resultir higl fare lid take 
place early in February. In govern 
ment had introduced a new which 
markedly eased the tax b 
ol less than ».000 Rupiah were x yt but the 


relief offered by this measure was nullif ' fol 


Mcomes 


lowing months by continuing ma ind price 


trib 


increases, resulting (as Dis Johann 


Leimena said late in the foll from the 
fact that “there is no equilibrium between the flow of 
goods and the flow of mone 


Indeed 


hunger 


As in 1958, famine appeared again in Ja 
by March 1960 in one East Java village area 


was reported to have tradition” 


° es " 
clisease pecome 


and the general plight produced a grimly popular twist 
of the phrase sandang pangan (¢ lothes and food) which 
the government has been usin: emphasis 
1e citizenry with basic necessi 


on a policy of providing tl 


ties. Instead of sandang pans Indonesians have com«e 


to speak of mangan sandar ‘eating the clothes” 
thereby desc ribing the present st tt I ¢ irs asa time 
when people are compelled to sell thel Lot in order 


to buy food.” Like the establ 


eneral se- 
Nasu- 


tion in “two or three years” kcept 1 st Java). the 


curity” in the country, now promised by enera 


realization of the sandang pangan policy | heen set 
by President Sukarno in ‘two o1 God will 


. 9 
Ine. 


$5 Pemuda (Djakarta), Jam 
Antara Daily News Bullet 


Indonesian Observor, Janua 
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‘Life has become incredibly hard for those existing 
on wages and salaries,” one editorial declared in Janu- 
ary, 1960 lo meet the growing popular unrest caused 
by rising prices, the government hastily announced a 
comprehe nsive system ol price ceilings (effective Janu- 
iy 25, 1960) on food, textiles, paper, copra, kapok, 
transport fares charged by private carriers, iron, ce- 
ment, and many other commodities. The public was 
asked to report all hoarders and violators of the ceiling 


prices. The government declared that 


“a proper profit 


margin for the seller’ had been provided for in the 
ceiling price, but then, in its explanation of the price 
control system, the official statement went on to say 
that in order to “dispel any fear” which might have 
been aroused among the public by the fixing of the 
new prices and rates, it emphasized that the new prices 


are far below the free market ones.”’** Of special in- 
terest to those concerned with the unique regulatory 
pattern of the government was the simultaneous an- 


nouncement that the prices of manufactured commodi- 


ies, such as soap and margarine, were decided upon 


“for a temporary period” on the basis of “advance cal- 
culations.” If further calculations by the government 

erwards proved that the prices had been too high 
“the producing obliged to cash 


factories would be 


i.e. remit] the differences to the Bank Indonesia in the 
account of the Treasurer General of Indonesia.” Just 
who would or will compensate the consumer for having 
paid too high a price fon these commodities because of 
FOV! rnment’s erroneous “advance calculations” has 

far not been revealed 
As a result of this decree the distribution of goods 
became, if possible, even more chaotic. The same diffi- 
culties arose as in the distribution of kerosene: the 
prices fixed by the government, by its own admission 
“far below the free market,’ made the sale of many 
andang pangan items no longer profitable. Though 


raids by spec ial 


“economi police” were stepped up, 
hoarding by independent retailers and outright refusals 
to sell produced long lines of people in front of just a 
few government sandang pangan shops and made the 


Indonesian blackmarket 
stood at nearly 500 to the U.S. dollar by the beginning 


where the value of the Rupiah 


of April 1960, as opposed to 45 at the official rate) 
the liveliest of all Asia. 

In its sandang pangan campaign the government ap- 
pears to be addicted to self-defeating measures.An 
example is the problem of rice production and distribu- 
tion. In 1955-56 per capita food production for the 


whole country was only 88 (of cereals only 86) percent 


1es of Indonesia, January 21, 1960. 


nesian Observor, January 29, 1960. 
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of the average level in 1934-1938,*° and Indonesia re- 
quires rice imports of 700,000 tons annually because 
the population increase outpaces food production growth. 
Yet these sizable imports could be greatly reduced if 
the present regulatory confusion were ended and rice 
production were to be made profitable to the millions 
of independent peasant producers of rice. Instead, on 
this base of countless small independent rice producers, 
the Indonesian government over the years has placed 
a mountain of controls which has made rice produc- 
tion unprofitable on government terms and _ strongly 
encourages speculators, hoarders and blackmarketers 
with a vested interest in manipulating recurrent short- 
ages. Conflicting purchasing policies of the government ; 
the competition between cooperatives, individual buyers 
and the government; prohibitions against transport of 
rice from one region to the other—or else, when trans- 
port is allowed, the total inadequacy of such transport 
to move rice; diminishing efficiency of the rice mills; 
the “more forceful hand” taken by local military com- 
mands in controlling rice distribution with all manner 
of undesirable consequences: these are some of the 
many difficulties that have plagued the rice industry. 
But the following authoritative recommendation is not 
apt to be heeded in government circles which, as one 
daily put it, “are so deeply intoxicated with the word 
socialism” that they “did not care whether it had really 


been practiced:”" 


In Indonesia where rice is so all important to the life of its 
people rice can be likened to water. To restrict the movement 
of rice is about as difficult as trying to keep water from run- 
ning through one’s fingers. Capable manpower must be with- 
drawn from other activities that need their help and even 
then the effectiveness of transport controls is questionable 
Evasions will exist and these tend to weaken morale elsewhere 
at a time when the morale of the people must be reinforced. .. . 
Thus it would be advisable to place maximum reliance upon 
natural market forces that might bring about adjustment with 
a minimum of administrative or police control.*? 


Refusal to rely on these “natural market” forces, or 
what is more conspicuous in Indonesia) diluting them 
by various controls, has created costly confusion. For 
years the government in its purchasing of rice set local 
prices so low that it could not effectively compete with 
individual speculators, or even with the peasants’ co- 


operatives that it had set up. Then it attempted to 


‘ 


40 Stanislas Swianiewicz, “Tendencies to Development and 
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42 Leon A. Mears, Saleh Afiff and Hanantowirjo Wreksoat- 
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strengthen its hand by establishing a uniform purchas- 
ing price in each region, sometimes by forcing producers 
to sell a portion of the crop exclusively to the govern- 
ment. The result was predictable: in the middle of 1959 
Suryawinata, a member of the West-Java_ provincial 
legislature declared that West Java farmers were turn- 
ing away from rice in favor of other crops because the 
government-controlled price made rice production un- 
attractive.** Even when the government raised its pur- 
chasing price, it was confronted with the producers’ 
disinclination to sell, sometimes because of peasant 
resentment over the high handed methods of the au- 
thorities, sometimes because in the confusion of dis- 
tribution controls hoarding and blackmarket speculation 
in rice (especially in the Javanese rural economy where 
such a long line of middlemen functions between pro- 
ducer and ultimate consumer) are much more profit- 
able, and sometimes because of earlier commitments to 
cooperatives and cooperative banks. 


It is for this reason too that official programs en- 


couraging food production are not likely to be success- 
ful. There have been quite a few “grow more food” 
campaigns in the past; the latest, launched by the so- 
called Makmur (prosperity) command headed by Pro- 
duction Minister, Colonel Suprajogi, on December 10, 
1959, aimed at increasing production through better 
planting methods, increased use of fertilizer, and im- 
proved irrigation. Such methods have the added ad- 
vantage of preserving the labor-absorbing structure of 
agricultural production. In other countries, including 
Japan, they have had great success, but in Indonesia, 
unfortunately, they are of little use by themselves. In 
densely populated Java the problems of land frag- 
mentation, sub-tenancy and landlordism have reached 
such proportions that any increase in production is apt 
to be dissipated by the unfavorable consequences of the 
present complex land tenure pattern.** Only drastic 
changes in this pattern can make increased food out- 
put available for consumption in the domestic market. 

Increased food production by simple but non-mechan- 
ized procedures has become, moreover, a political foot- 
ball in Indonesia since the “Martosuwondo affair.” All 
during 1959 a certain Martosuwondo, a villager in Cen- 
tral Java, claimed to have increased his rice production 
from the customary 25 or 30 quintals per hectare, to 
between 1,000 and 2,000 quintals. The BTI, the agrari- 
an arm of the Indonesian Communist Party, hailed and 
widely publicized Martosuwondo’s efforts as a demon- 
stration of the efficacy of the so-called “Five Principles 


43 Antara Daily News Bulletin, July 30, 1959. 

44 See J. M. van der Kroef, “Land Tenure and Social 
Structure in Rural Java,” Rural Sociology, June 1960 (forth- 
coming ). 
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of Production” which the been ad- 


vocating to peasants: closely, use 


more fertilizer, improve seed irrigation.” 


government offi s soon deflated 


But criticism by 
Martosuwondo’s and the BTI’s aims. An 
several memb Supreme Ad- 


investiga- 
tion made by 
visory Council failed to subst at } ilts claimed 
and the Chief of the government icultural Service 
for Central Java decl: 1 in December 1959 that he 
staked his job on his pronouncement that the assertions 


Meanwhile 
the PKI Central Committee Chairman, D. N. Aidit. 


castigated the disbelievers as being still dominated by 


of Martosuwondo and the BTI were fa 


fe Ihe furore aroused by the af- 


beclouded the de 


“textbook thinking.’ 


fair has unfortunately perate need 


for many improvements in Indonesian peasant agri- 


culture, e.g. the necessity to import restrictions to 


ensure a smoother flow of fertilizer, and to bring about 


effective flood controls, which are indispensable to the 


success of the sandang pangar policy 


Ihe immense difficulties the distribution system 


of rice and indeed of other sandang pangan items, have 
been further augmented by ie enforced departure of 
distributors and middle- 
1960. Effec- 


inder a Presidential de- 


some 70,000 Chinese retailers 
men from the rural areas Since January 
tive of that date, alien traders 
cree (No. 10 of 1959, dated November 16 


barred from operating in the villages. Concurrently un- 


1959) are 


der the “state of war” regulations large areas of Java 


and Sumatra, including cities, have been declared out 


of bounds for the Chinese. Serious diplomatic tensions 


have arisen between Peking and Djakarta as a result of 
this measure, and the expulsion of the Chinese has 
Minister 
( hinese 


government on the grounds that the Chinese in Indo- 
stability 


been justified by Foreign Subandrio in his 


note of December 14, 1959 to the Communist 


nesia opposed “the growth towards economi 


I hoarding 


in Indonesia,” because of their “smugeling 


and speculations.’ 

But the decree merely seems to compound errors in 
the “Indonesianization” of the economy that have been 
made before. For nearly five years now successive Indo- 
nesian governments have attem] 1 to dislodge Chinese 
retail interests by all manner of discriminatory legisla- 
tion, ranging from extending special credits and licenses 
(i.e. “reserving’’) in the foreign trade sector to Indo- 
businessmen, to arbitrary distinctions between 


Indo- 


nesian 

autochthonous citizens (wa? 1e p asli, i 
45 Indonesian Observor, December 1959, January 8 

1960. Agriculture Minister Azis Saleh also declared that it has 

Martosuwondo’s 

November 20, 1959 

Indonesian Dis 


not been possible to prove 
46 Bintang Timur (Djakarta 
47 See J. M. van der Kroef The Sir 


Panchshila (Bombay), February, 1960 


58 


pute,” 


nesians proper) and non-autochthonous citizens (warga 


negara bukan aslt, i.e. Chinese Indonesians) , to special 
head and family taxes on all foreign residents (exclu- 
sive of diplomats and visitors), and so on. The main 
results of these measures have been costly confusion in 
the trade sector, collusion and fraud as Indonesians sold 
their preferred licenses to Chinese businessmen or be- 
gan to act as fronts for their operations, further tempta- 
tions placed in the path of underpaid Indonesian of- 
ficials charged with approving certain business licenses, 
and price manipulation as Chinese Indonesians sought 
to recoup the costs of special taxes. And with it all, the 
indigenous Indonesian businessman was no closer to 
dislodging the enterprising Chinese from his command- 
ing position. 

To be 
retailer and the nefarious nature of his credit operations 


sure, the monopolistic hold of the Chinese 


are too well documented to require much elaboration 
here. It is necessary to stress, however, that Indonesian 
business interests, instead of relying on business com- 
petition to dislodge the Chinese, have a tendency to 
turn to the government for special protection. More- 
over, the present investment of the Chinese traders can 
hardly be compensated for without considerable losses. 
For example, according to a recent estimate of the 
Indonesian Council of Industry and Commerce, the 
total group of some 180,000 alien traders in Indonesia 
had in 1957 a combined aggregate investment in the 
country of 11.3 billion Rupiah yielding an estimated 
10 percent annual profit. Under Decree No. 10 com- 
pensation is to be paid either in the form of cash or in 
the form of a‘loan to the departing Chinese trader. Yet 
even if compensation is but a small fraction of the 
aggregate investment (compensation is to be fixed by 
local military and civil authorities and complaints are 
already numerous that no fair estimate of business value 
has been made), it means an added burden on an al- 
ready overstrained national budget. Other difficulties 
are becoming apparent. Indonesian cooperatives were 
supposed to take over the role of the Chinese rural 
traders. But lack of preparation and business know- 


how have so seriously hampered rural retail and credit 


operations that in many instances Chinese, now herded 


into towns, have been invited to return to their former 
shops during the day “simply because Indonesians have 


2948 


not come forward to take them over. 


As Sukarno has urged, Indonesia must have a 
“planned economy, planned political activity planned 
economic activity, planned social activity, planned cul- 
tural activity and planned mental activity,”** but this 
spate of planning sometimes appears to be an activity 


18 Hongkong Standard (Hongkong), January 31, 1960 
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for its own sake, a kind of compulsive waving of the 
wand of governmental control, after which elusive pros- 
perity is magically expected to emerge, but in fact does 
not. The copra industry provides some examples. Today 
the greater part of the 500,000 tons of copra produced 
in Indonesia is produced on the island of Sulawesi 
Celebes), especially in the Northern part of the island 
the so-called Minehassa area). Copra has been the 
chief export of Sulawesi, the principal source of wealth 
of the Minehassa, and owing to its vulnerability on the 
world market, the necessity for uniform quality, and for 
efficient distribution, both the Dutch and the subse- 
quent Indonesian government undertook to link the 
thousands of independent producers, processers, trans- 
porters and distributors into an effective production 
system.*” The inroads of Chinese traders, and later the 
rise of Indonesian speculators, have aggravated prob- 
lems of indebtedness for the producers, and the intricate 
network of debtor-creditor, producer-buyer, and crop 
mortgagor-mortgagee relations in the copra industry, 
and how they affect marketing, still awaits analysis. 
Certain it is, however, that since Indonesian indepen- 
dence the manipulation of the copra crop by creditor- 
speculator elements has reached alarming proportions. 

This is not the place to review the unhappy tale of 
the Indonesian government’s efforts to establish a cen- 
tral purchasing and distributing monopoly in Sula- 
wesi:’! suffice it to note that since 1955 the govern- 
ment has been increasingly powerless to stop free trade 
(i.e. smuggling) between copra producers, distributors 
and purchasers in various countries surrounding Indo- 
nesia. Every new set of price regulations is evaded, or 
has to be repealed because under it the government 
finds it impossible to buy any copra for its own palm 
oil mills, since it cannot compete with the price on the 
free market. Thousands of tons of copra regularly pile 
up in Makassar because of a shortage of transport facili- 
ties, a situation which is a boon to “blackmarket ship- 
pers” (i.e. owners of motor launches and converted 
tenders), who (with Chinese capital and official con- 
nivance, and organized in fleets) are often the only 
means of preventing further spoilage and reap hand- 
some profits from transporting the crop to Java mills 
at exorbitant rates. Many military, government officials, 
and leaders of so-called “functional” groups (e.g. vet- 
erans’, youth and labor organizations) in South Sula- 
wesi appear to be involved to greater or lesser extent 
in a situation whereby a growing mountain of govern- 


50 J. H. Boeke, Economics and Economic Policy of Dual 
Societies as Exemplified by Indonesia (New York, 1953), pp. 
266-267, 312-315. 

51 J. M. van der Kroef, “Social Structure and Economic 
Social Research, Winter 1958, 


Development in Indonesia,” 
pp. 409-413. 


APRIL 1960 


ment controls acts primarily to provide new opportuni- 
ties for increasing numbers of people to enrich them- 
selves by illicit means. Keen competition between for- 
eign shippers, who act through regular purchasing 
agents in Makassar, has meant prosperity for all—ex- 
cept for the owners of palm-oil mills, who have lately 
begun to complain with growing vehemence to the 
government that they are forced to buy copra from 
Singapore sellers, who are regularly supplied by Sula- 
wesi appear to be involved to greater or lesser extent 
times the price fixed by the government. Since the In- 
donesian navy still lacks an efficient patrol system, the 
1959 decision of the then Djuanda government, that 
no copra was to be exported from Indonesia, except 
through the Riau Islands (East of Sumatra), has re- 
sulted in the exact reverse of what was desired. In 
many places along the coast of Sulawesi and Kali- 
mantan (Borneo) copra is smuggled to British Borneo 
or the Philippines, often with the collusiou of local 
authorities, while legitimate copra exports through Riau 
have dwindled to such a trickle that even some Singa- 
pore dealers are now also complaining, and the mills 
on Java find themselves in still further difficulties. 

Copra is but one of many crops adversely affected 
by the alarming inadequacies of Indonesian’s maritime 
and land transport system. Throughout 1959 and early 
1960 there were incessant reports of goods piling up 
on wharves in ports from Sumatra to Flores, under- 
scoring the fact that Indonesia still has not recovered 
from the sudden loss, in December 1957, of services of 
the Dutch-owned KPM (the inter-island shipping line), 
the ships of which fled Indonesian waters when the 
Indonesian government proceeded with the take-over 
of Dutch enterprises in retaliation for Dutch retention 
of West New Guinea. The loss of KPM vessels reduced 
inter-island tonnage facilities from about 250,000 to 
less than 30,000 tons, while nearly 30 percent of the 
remaining tonnage has been regularly requisitioned for 
the military. Without adequate maritime transport re- 
gional island economies have been badly hit: toward 
the close of 1959 hundreds of tons of rubber in Central 
Sumatra, huge quantities of copra in Nias, in Makassar 
and in Pontianak, and large numbers of cattle in Bali, 
were awaiting export and had been waiting for many 
weeks. 

Yet, late in October 1959 the government suspended 
the purchase of all ships overseas, in order to conserve 
foreign exchange. Mail and parcel post delivery for the 
islands beyond Java has in many cases been reduced to 
a snail’s pace; the Times of Indonesia recently calcu- 
lated that it took five times as long for a letter sent from 
Djakarta to reach the principal inland cities of Sumatra 
as it did for a letter from Bonn to reach Djakarta. All 
vessels plying Indonesian waters are now compelled to 
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shortage of tonnage has 


Nevertheless, thi 


proliferation of fly-by-night 


carry mail 
not seemed to impede the 
and highly speculative transport and ipping com- 
panies, usually formed for the duration of one contract 
to deliver a specified quantity oods somewhere in 
Indonesia. It is the same wit! an transport: in its 


1958 annual report the Transport Depart- 


ment noted that there were than 48 Indonesian 


companies registered for trade on the rh seas. but 


that these companies togetl possessed only 4 ships 
with a total tonnage of 2 Unloading and dis- 
tribution of goods carried by maritime transport facili- 
ties has likewise seen an organizational mushrooming 


typical for the labor-absorbing Indonesian economy, 


with a consequent diminution in efficien¢ ind a rapid 
increase in fraudulent ventures of various sorts. Late 
in October 1959 the government withdrew the licenses 
of 109 wharfage and maritime 


Tandjong Priok and Pasar Ikan 
harbors of Djakarta alone, “as 


transport companies 
operating out of the 
part of eltlorts to restore 


March 1960. 


of the companies involved had _re- 


order in the sea freight business.’** By 
however, many 
grouped and were back in business 

Brigadier- 


General Djatikusumo, 1s one of the ablest men in the 


Although Land Transport deputy ministet 


present cabinet and has promised “push-button effici- 


ency” in land transport by 1961, obsolete equipment, 


lack of spare parts due to import restrictions, and un- 
skilled personnel continue to do grave harm to public 
transportation Wisnu Saprodyjo, chairman of the Indo- 


ORPENI 


declared in December 1959 that half of all Indonesian 


nesian National Transport Organization 
public transport was idle, due to inability to service worn 
out equipment. Press editorials have res com- 


plained that express trains are usually “from three to 


four hours overdue,” as a result of failure of equipment 
and organizational inefficiency. In 1959, in the pro- 
vince of Central Java alone, there were 306 train acci- 
dents, involving 51 killed, more than 100 injured, and 
property losses of 348,000 Rupiah, all “due to internal 
irregularities” as the government announcement deli- 
cately put it.°* Feather-bedding of personnel, supported 
by politically influential trade unions of railway em- 
ployees, has greatly hampered weeding out of incom- 
petents and introduction of more efficient work meth- 
ods. Efforts to rationalize public transport services are 


also hindered by extensive blackmarketing railroad 


l 


tickets (a condition in turn encouraged by scarcity 


of space and irregularities of service extensive 
military controls over all passenger travel for any con- 


siderable distance, and especially by unrealistic prefer- 
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ments extended by the government to its railway mo- 
nopoly, at the expense of private road transport. By 
limiting the geographic range of operations of private 
trucking and bus companies, by requiring special li- 
censes, levying exorbitant taxes, and by outright pro- 
hibition of private carriers from transporting certain 
goods, the Indonesian government in its policy of 
strengthening its railroads is, in fact, expanding policies 
already in vogue during the colonial period, notwith- 
standing the fact that “road transport is safer than 
rail; loss due to theft, damage, etc. is less by truck trans- 
port than by rail; truck transportation furnishes door 
to door service so that no transfer cost is needed, and 
since in Indonesia local transfer cost is so expensive 
this door to door service makes truck rates in the long 
run cheaper than rail rates; moreover, truck transport 
is quicker and the services rendered are better.”®® 
his is all the more regrettable because the private 
transport industry—with its hundreds of small betja 
pedicab) owners and operators in the cities, its rickety 
but seemingly indestructible opelettes (small buses) 
stoutly conditioned to the poor quality of roads, its 
ubiquitous small trucks which may be encountered in 
even the most inaccessible mountain regions—has long 
been a line of endeavor that has appealed to the Indo- 
nesian entrepreneurial spirit. Extremely labor-absorbing, 
the private transport industry all over the country pro- 
vides incomes for thousands. A look at the Djakarta taxi 
system indicates the extent to which part-time lessor- 
drivers of the vehicles are dependent upon this form of 
employment for additional income in order to keep their 
heads above the water.°° In Djakarta, “thousands of 
registered opelettes are considered essential to keep alive 
the heart-beat of this capital city,” but it is the inten- 
tion of the Land Transport Department to begin driving 
the opellettes out of business, on the grounds that spare 
parts for them constitute too much of a drain on foreign 
exchange earnings.** Instead, the municipal bus system 
is to be expanded (just how this will relieve the prob- 
lem of spare parts is not explained), but, if past ex- 


perience is any indication, the arrival of new buses and 


inauguration of additional public bus services will re- 
quire considerable time. 

A fundamental difficulty of the present Indonesian 
economy is not only the stifling weight of the multi- 
layered government controls but also the proliferation 
of agencies administering these controls. The result has 


been a singularly haphazard process of effecting regula- 


55 Soehono Soemobaskoro, “The Alleged Unfair Competi- 
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ber 27, 1959. 
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tory compromises between various administering insti- 
tutions, in which no one agency has a clear under- 
standing of its task in relation to overall development, 
and each proceeds according to its own judgment. Per- 
haps the most striking example of this is the role of the 
army. Because of domestic instabilities the Indonesian 
army has acquired vast powers in the course of the last 
four years and this authority, though rarely specified 
in relevant decrees, extends itself in effect to the en- 
tire economy. But the actual exercise of the army’s 
economic controls is a masterpiece of undirected and 
unfocussed interference in such fields as foreign trade, 
transport and shipping, industrial production, invest- 
ment, and many others.** For example, the army as 
such has no “foreign trade policy.” Yet it supervises 
what is exported (and the manner and licenses under 
which it is exported); it appropriates some imports 
for its own use and directs shipment of other import 
goods to channels of which it (and not necessarily the 
Commerce Ministry) approves; it sometimes confis- 
cates foreign exchange earnings outright; then again 
it allocates credit and licenses. And all this is done with 
considerable variation from region to region and from 
month to month. Again, the army has no basic trans- 
portation program as such, but it can control the influx 
of new vehicles into:the country, can simply take them 
over under the emergency regulations, supervises (by 
its ubiquitous road travel pass system) the movement 
of all vehicles for any distance, searches for contraband, 
and can either impede or accelerate the flow of goods 
from one area to another. Allocation of raw materials 
for industry, providing assistance to manufacturers with 
management-labor disputes, 


capital, supervision of 


blocking and unblocking accounts in banks—these too 
fall within the powers which the army can use and 
has used, but rarely with any consistency or with any 
indication of a relationship to an overall economic policy 
objective. Rather, in patriarchal fashion army com- 
manders control and de-control, assist and obstruct, ad- 
vise and consent. Perhaps the most extraordinary aspect 
of this is the fact that in some areas army territorial 
commands appear to have gone into the economic de- 
velopment business. According to a statement of Briga- 
dier-General Sungkono (Army Inspector-General) in 
October 1959, the Fourth Army District (Central Java 
Province) has recently used more than 30 million 
Rupiah (“derived from the sale of cloves’) to finance 
development of various industrial and commercial pro- 
jects in the region, including financial assistance to a 
tire valve factory and several textile factories in Sema- 
rang. The Fourth District command has also established 


a Development Foundation, headed by the Sultan of 


58 See Willard Hanna, Bung Karno’s Indonesia (American 
Universities Field Staff, New York, 1960), Part III, p. 5. 
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Djokjakarta, Hamengku Buwono, whose own develop- 
ment schemes for his autonomous principality have at- 
tracted considerable interest.*” More than 33 million 
Rupiah had been dispensed by the Foundation “to help 
the population in various development activities,” grant- 
ing credits “through official government agencies,” in- 
cluding the veterinary medicine and fishery services. 
Additional funds, Sungkono declared, had been ob- 
tained for the Development Foundation from various 
cooperative funds in the region such as the copra and 
sugar funds, and by contributions from “telephone fees, 
The Foundation 
has also built houses and other structures which have 
been sold or rented, some to the military. Sungkono 
concluded his statement by saying that the idea of the 
Development Foundation was in accord with “deci- 
sions” of the Army Chief of Staff, and that “nothing 
irregular” had been noted in the development activi- 


electric rates and numerous others.” 


ties of the Fourth District; on the contrary, some 95 
former Army personnel had been provided with jobs 
by enterprises started by the Development Foundation.*° 

The army’s role in economic development in a sense 
underscores the present plight of Indonesian industry. 
Overall industrial production in 1959 is estimated to 
have reached no more than 50 percent of capacity,*' 
and the assumptions of the first Five Year Plan (1956- 
1960) have now only historical value. A principal de- 
terrent has been the restriction on imports, dictated by 
desperate foreign exchange shortages during much of 
1959, and later by the confusion arising out of the gov- 
ernment’s austerity program. Indonesian industry is 
unusually dependent on imports of raw materials: for 
example, 10 percent of all foreign exchange allotted 
for import purposes is used to meet the import needs 
(e.g. cloth and chemical dyes) of the Indonesian batik 
industry.** Finding it impossible to replace faulty or 
obsolete equipment, such major industries as spinning 
and weaving have been forced into periodic shutdowns, 
with “estimates of production running as low as 25 
percent of capacity.” As in other fields the lack of com- 
prehensive planning has played havoc with industrial 
development. Suharto, the Vice Minister of People’s 
Industries, has given some telling examples:® (1) the 
expansion of spinning industries, without any provision 
for increased cotton cultivation, so that expensive cot- 
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often bogged down in ine waste of 


funds), the Indonesian governn ted in the 
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while earlier projects (such | llion ipiah roof- 
tile factory at Majong ind other 
essential projects such as ment-producing 
facilities (the existing plants larung and Gresik 
produce only two-thirds of Indones lomestic need 
of 600,000 tons of cement » be post 


con equence 


poned until the distant 
public and private construct condi 
tion in its history 


As in agriculture the relatio we ie “pub 


“private” sector ( tl industri economy 


lic” and 
has still not been adequatt ly defined While govern- 
ment officials from the President down periodically de- 


clare that there is a place for private industry in the 


scheme of “guided economy ome Indonesian business- 
men complain that they “feel like a stranger” in thei 


more inclined to tavo1 


Omar Tusi 


own domestic economy 


Sukarno’s ideas, suggest (as did chairman 


of the Indonesian Industrial Council) that government 


“manuals giving directives as to how to run a business” 


hment” of 


be worked out, providin severe pun 


“deviators.’’®* The imag e pli and functions of 
private industrial enterprise is a rather confused one 
in some of the higher levels of officialdor A view ol 


the potential efficiency with which a privat industrial 


system can be run may, for example, exist side by side 


tt | 


with a decidedly negative attitude toward capitalism in 
general. Reconstruction Minister Chairul Saleh, one of 
+} 


the most radical members of the government, whose out- 


look is even further to the left than Sukarno’s vehement 
antagonism to “liberal” capitalism, recently noted that 
“private industrial entrepreneurs could contribute their 
experiences” in rationalizing development programs so 


that, for instance a certain matter, “which hithertofore 
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had to go through 12 channels for its settlement without 
losing the essence of the issue, could henceforth be set- 
tled through 4 channels only.”*® Why the entrepreneurs 
should wish to do so under the present conditions under 
which they have to operate was not explained. 

It is this widespread ambivalence toward private capi- 
tal and enterprise which underlies much of the condi- 
tion of planned chaos that characterizes the Indonesian 
economy. The fact that private enterprise must of 
necessity seek a maximization of profit is seen as some- 
thing shameful, something which the lofty, state-planned 
morality of “guided economy” should erase. Yet at the 
same time there is official surprise that such private 
capital as Indonesia possesses should be disinclined to 
seek investment in development projects in Indonesia 
An over-optimistic estimate by the National Planning 
sureau in 1957 indicated that the rate of net capital 
formation in the previous five years was about 5 to 6 
percent of the national income.** Today it is probably 
less than half that, and press items constantly refer to 
the flight of Indonesian capital to Hongkong and Singa- 
pore. “Millionaires from Indonesia,” it is reported, are 
combining forces with Singapore interests in the pur- 
chase of former European estates in Malaya. Under 
present conditions capital in Indonesia is more attracted 
to highly speculative ventures: in December 1959 the 
TOTO Nasional 


tery) reported that in the preceding five months it had 


National Indonesian Football Lot- 


amassed 20 million Rupiah in cash.*? But while some 
government spokesmen keep condemning “the liberal 
economic thinking” that dominates national commerce, 
other government agencies are hard put to attract to 
national development projects the existing pool of “hot 
money” (i.e. private liquid funds ready for investment). 
Failing to achieve this by bond issues, they resort some- 
times to confiscation (under “forced loan” procedures) 
of sizable bank accounts. Side by side with appeals from 
responsible quarters for “a better climate for foreign 
investment,”°* and complaints that such capital is still 
not forthcoming in such fields as tin-mining develop- 
ment, one may nevertheless hear from more sanguine 
nationalistic quarters that it is only the Cold War that 
makes the U.S. disinclined to invest in Indonesia, or 
else read Sukarno’s boast that Soviet President Voro- 


hilov and Mao Tse-tung have offered him “unlimited 
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credits for Indonesia.” 
Under these conditions much needed stabilization 


measures are not likely to bear fruit. Heavy expendi- 
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tures for internal security (which alone consumes be- 
tween 40 and 60 percent of the national budget™’) have 
produced huge budget deficits (22 billion Rupiah in 
1959, as compared to 2.1 billion in 1955), and govern- 
ment indebtedness steadily increases (e.g. Bank Indo- 
nesia claims on the government in 1958 were 28.4 
billion Rupiah as compared to 8.5 billion in 1955). The 
necessity of a thorough reform of the fiscal system with 
its organizational inefficiencies and over-emphasis on 
indirect taxes becomes more pressing everyday," espe- 
cially as the inexorable population growth annually 
adds some 1.5 million people to the total population, 
including some 600,000 new job-seekers.** The essence 
of these reforms, it is suggested, must be an abandon- 
ment of the attempt to weld together by government 
decree the two essentially dissimilar spheres of the In- 
donesian economy. One sphere is the world of the small 
producer, the peasant, petty industrialist, trader and 
entrepreneur, a world which, despite government ex- 
hortations to the contrary, is and remains essentially 
capitalistic. As a recent observer has indicated: “Indo- 
nesia is—even when allowance is made for its ambitious 
government planning and widespread disdain for liberal! 
institutions—a capitalist country, in that by all odds 
most of its economic activity (including much of agri- 
culture) is organized for profit by businessmen making 
individualistic decisions.”’* The other sphere is the 
world of big industry, commerce and finance, collec- 
tivistically manipulated by various changing techniques, 
but dominated by the gotong royong mystique, which, 
whatever its political value, singularly disregards the 
economic realities of the country. The socialism of the 
superstructure, and the private enterprise of the eco- 
nomic base do not constitute an integrated whole, and 
in the context of present planning ideologies, it does 
not seem likely that they will become one. 
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COMMUNISM IN INDIA. By Gene D. Overstreet and 
Marshall Windmiller. Berkeley and Los Angeles: University 
of California Press, 1959. 603 pp. $10.00. 


The greatest obstacle to the success of the Communist 
movement in India was Joseph Stalin. Messrs. Overstreet and 
Windmiller suggest that Stalin’s concern for the power inter- 
ests of the Soviet Union, his ignorance or disregard of Indian 
conditions and his dogmatic sectarianism confused and frus- 
trated the Indian party. The Indian, like all other minor 
Communist parties, as the authors point out, existed in a 
dual environment, international and national, but the Indian 
problem was further complicated by the circumstance that 
the Comintern gave its directives through the British Com- 
munist party. The Indians were sullenly or openly resentful 
at being assigned to this colonial status in a movement whose 
aim, among others, was to end India’s colonial status in the 
British empire. But besides issuing directives that were con- 
tradictory, irrelevant or impossible of fulfilment, the Com- 
intern furnished the Indian party with funds and organiza- 
tional and tactical experience and prevented the splitting of 
the movement into embattled splinters. 

The Indian party has survived the shifts in the Communist 
general line from tactics of violence, terror and guerilla war 
to tactics of constitutionalism and peaceful coexistence and, 
in spite of having often been more Communist than Indian, it 
has become the strongest organized opposition to the Congress 
party. The authors suggest that, if the Indian Communist 
party continues to be less dogmatic and more adaptable, less 
communist and more Indian, it may become even more 
effective than it now is. This seems to me possible and we 
may see eventually an Indian national Communism as dis- 
similar to Maoism and Titoism as they are to Khrushchevism 

This is a valuable book, scholarly, well organized and well 
written. Part I, which makes up a little over half of the book, 
is a history of the CPI from the beginning in 1920 to 1958 
Part II deals in considerable detail with the structure of the 
party, its use of such instruments as mass organizations, fronts, 
propaganda, legislative bodies and its policies toward national- 
ity questions, communalism and Gandhism. The book was 
published before the Kerala crisis and the Sino-Indian dispute 
These events undoubtedly have had an effect on Indian at- 
titudes toward the CPI and on the CPI itself, but they are 
unlikely to cause the Indian party to abandon the softer line 
of Khrushchev for the tougher line of Mao. 
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CEYLON: AN INTRODUCTION TO THE “RESPLEN- 
DENT LAND.” By Argus John Tresidder. Princeton: D. 
Van Nostrand Co., 1960. 237 pp. $4.25. 


This essay on Ceylon is admittedly an unpretentious aperitif, 
designed to whet the appetite of the prospective visitor or in- 
quiring student. Like its companion volume on Thailand (by 
Noel Busch) issued under the auspices of the Asia Society, 
Mr. Tresidder’s book is a “sampler” providing the visitor with 
a summary view of the country’s history, its outstanding his- 
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rtheless, psy- 14, N. Y. ALBERT MAYER, Chairman; SIDNEY D. GAMBLE, 


mpor Miss Belo is to be congratulated on many scores. She has 

r is at produced a gentle and understanding study. Despite, or be- 

rhts and cause of, deep involvements, she has written an objective, care- 

yurs and fully observed, and informative book. Although many peopl 

gardens have contributed to her volume, she has achieved an _ inte- 

grated statement. Only one caution should be voiced: this is 

eral not a book easily read by those who are unfamiliar with 
ativity Balinese life 
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RUSSIAN WORKS ON CHINA, 1918-1958. A SELECTED 
Rete BIBLIOGRAPHY. By Yuan Tung-li. Reprinted from Monu- 
menta Serica, Yokyo, Vol. XVIII, 1959. 42 pp 


neeives 
and tur . PL . 
m Yuan has limited the scope of his selected bibliography 
elf-aware . . 
o_o sian works on China: (1) the selection is restricted to 
kepticism ’ : . . ; 2 ; 
Pp titles available in American libraries; (2) works on modern 


| politic al . . - 
I socio-economic conditions and events since the Chinese Revo- 


awested i Q 
——- = lution of 1911 are to be treated in another article ;and (3 


nnovatiol 
, ments of 


China’s traditional border regions are omitted 
AcEractive Within its sphere of indicated concern, the present listing is 
egrettabl suggestive and distinctly useful. It includes items ranging from 
bibliographies and dictionaries to studies of art and archeolo- 
translations of ancient and contemporary Chinese 
Reflecting the compiler’s notable training as a 
the works are handily divided into categories, and 


ume has both a table of contents and a helpful author- 


is titles have been omitted for inclusion in a later 
Dr. Yuan has not rigidly observed the limitations set up 
own definition, however, and the volume is suggestive 
sO} shortcomings of American libraries in this respect 
listing of general works, for one thing, is mostly made up 
tles published before World War II. The listed periodicals 
mainly fall within the same period. Yet it is worth noting that 
the Institute of Pacific Relations library has regularly been 
ng, in the post-War period, three Soviet magazines de- 
variously to China in particular and to Asia in general 
alth material is now being published in the Soviet 
ion on China and its culture, and (as is shown by Dr 
ian’s bibliography) Soviet publishing houses are also issuing 
with x many translations from Chinese literature. 
th Balinese New York O. EDMUND CLUBB 
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